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ADVANCE LETTER ON 



GENERAL BUSINESS CONDITIONS 

July I, ig2I 



The Index 

ON July I our Index of General Business Conditions 
does not record any sign of an immediate end of 
the process of liqtiidation which began in the spring of 
1920. Last month curves A and C, representing specu- 
lation and money rates, respectively, were both at 
levels practically the same as those for May and not 
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The importance which we attach to the relatively 
high position of curve C in June is not due solely to the 
depressing effect on business of high interest rates, but 
also, and in even greater degree, to the imderl3dng con- 
ditions which such rates reflect. In the present case 
they reflect deferred or incomplete liquidation, con- 
tinued heavy demands upon this country's supply of 
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INDEX CHART. The items locating curves A, B, and all refer to amplele calendar months and tlie points are plotted in the middle of the spaces allotted to the months. 



Explanation: Each of the three curves on the Index Chart is obtained by- 
averaging a group of statistical series, each group being composed of series 
homogeneous in character; i.e., when corrected for the seasonal influence 
and normal growth, the series of each group move in the same direction (up- 
ward or downward) at the same time. The series were all expressed in com- 
parable units before averages were taken. 

Our interpretation of the fluctuations of the three curves of the current 
index chart is based upon the relationship which was discovered among simi- 
lar curves for the period 1903-14. All three curves had wave movements, but 
the upward swings and the crests of the waves were not reached simultane- 
ously. The major movements of speculation preceded those of business by 
4 to 10 months, and the movements of business preceded those of banking by 
2 to 8 months. 

greatly different from those for January. In the January 
Review we stated that "the nature of the period of 
business revival following the present period of liquida- 
tion will probably be indicated by the course taken by 
short-time interest rates, curve C. If we are to have 
a marked revival in business, we must first have a con- 
siderable decline in rates on commercial paper; and 
imless low rates continue for a year or more a revival 
in business can scarcely develop into a boom." The 
first half of 192 1 has closed with rates for commercial 
paper, corrected for seasonal changes, only slightly be- 
low the level of last autumn. In other words the decline 
in actual rates which has taken place in the last eight 
months, amounting to i or ij per cent, is little more 
than the usual decline between October and Jtme. 



The persistent decline of curve A and the equally persistent rise of curve 
C, both movements beginning in November 1919, indicated that a decline of 
business activity and commodity prices, curve B, would be inaugurated in 
the spring of 1920. In fact business unsettlement was noticeable in April 
of that year. The existence of the federal reserve system enabled us to avoid 
a financial jjanic but not a severe industrial depression which has continued 
into the spring of 1921. 

Since last January curve C, representing money rates, has slightly declined 
and curve A, re-presenting speculation, has moved sidewise. The relatively 
high level of money rates and depression of security prices indicate that com- 
modity liquidation is not yet at an end, and that there is no prospect of a 
marked change in business conditions in the immediate future. 



capital, and the constant drain which enormous gov- 
ernmental expenditures are making upon the nation's 
savings. They mean that liquidation, although pro- 
ceeding normally in other respects, will require more 
time for its completion than was needed for such a 
movement during the period prior to 1914. 

When it appeared that money strain had passed its 
peak last autumn we made the forecast that, judging by 
pre-war experience, the recession of business would 
terminate by April, 192 1 (October Review). It became 
evident from data available in March, however, that 
the present period of readjustment would be " longer 
than the usual pre-war interval, partly because the 
federal reserve system has moderated the process of 
liquidation and partly because of other factors " and 
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that a general revival of business activity would not 
come about as early as we had expected. 

Except in respect of its duration, the present liquida- 
tion has proceeded along familiar Hues and at the pres- 
ent moment continues to do so, as recorded by our 
Index Chart. Money has become cheaper since last 
fall, and may become stUl easier, but it has not shown 
a great and consistent decline since the first of the year 
and it still remains upon a relatively high level. Under 
such conditions it is not to be expected, even with an 
improved banking situation, that business can recover 
immediately from the depression recorded by curve B. 
In other words, money still controls the situation, and 
we must look to the money curve of our Index for a 
forecast of the end of liquidation and the subsequent 
revival of business activity. 

Our Index Chart for the period 1903-14 shows that 
sometimes (as in 1907-08) speculation revived quickly 
when interest rates fell; more frequently (as in 1903-04, 
1910-11, and 1913-14) speculation remained depressed 
during the period of receding rates; but in no instance 
did speculation become active without the stimulus of 
low money rates. For speculation, as for business, 
steadily declining interest rates would give the signal 
for firm or increasing prices. 

The trend of business in June has, in the main, been 
unfavorable. Commodity prices have continued to de- 
chne and the volume of business in such fundamental 
lines as iron and steel and non-ferrous metals appears 
to be decreasing. In the June Review we said, " signs 
of reaction have become more numerous and, unless 
conditions immediately change for the better, the com- 
plete data for June are likely to justify an unfavorable 
forecast for the next few months." The data at hand 
now justify the forecast that business is unlikely to 
improve materially during the next few months. 

Speculation 

Curve A, speculation, moved sidewise in June. This 
occurred in spite of a decrease in the average price 
of industrial stocks from $77.20 in May to $69.00 in 
June and is due to increases in both of the other series, 
New York clearings and shares traded on the New York 
Stock Exchange, upon which the curve is based. 

New low levels for the prices of both industrial and 
railroad stocks were recorded on June 20, according to 
Dow, Jones & Co.'s averages. Since that date there 
has been some revival, but quotations for industrials 
are still lower than at any time this year before the 
middle of June. Bond prices fell to the lowest point 
since January i. Early in June there was considerable 
apprehension of what might be hanging over the mar- 
ket, but the month closed without unfavorable develop- 
ments sufficient to justify the deep apprehension which 
prevailed in many quarters. Probably the downward 
trend of security prices reflected chiefly the fact that a 
period of "easy" money has not yet arrived, and fore- 
cast a continuance of duU trade during the rest of the 
summer. 



The volume of sales on the New York Stock Exchange 
in June was approximately 18,110,000 shares, an in- 
crease of 5 per cent over the sales in May. New York 
bank clearings increased from 15,850 million dollars in 
May to 16,850 millions in June, or 6 per cent. Prob- 
ably half of this increase resulted from the income tax 
payments due June 15. 

Banking 

Curve C, rates on commercial paper, fell very slightly 
in June, both of the series on which it is based (4-6 
months and 60-90 day paper) being lower than in May. 

The moderate decline in the rates on commercial 
paper which took place during the week ending June 
18 has been maintained, and the continued improve- 
ment in the banking situation gives promise of further 
reductions in the near future. The prevaihng rate is 
now about 6| per cent compared with 8 per cent last 
October. Call money is down to 5I per cent, with out- 
side transactions reported at lower figures. 

The fall in the reserve ratio of the combined federal 
reserve banks to 56.8 per cent on June 15 proved, as 
expected, to be only a temporary effect of tax require- 
ments. Since then the ratio has risen to over 60 per 
cent. The improvement is due primarily to the paying 
off by the government of special treasury certificates 
taken by the reserve banks to cover temporary advances 
(267 millions), this having led to a reduction of over 200 
millions in the reserve accounts of member banks, upon 
whom the government drew for these funds. Bills dis- 
counted have increased somewhat. 

, Business 

Although the first half of 1921 has been depressed, 
yet there is tangible evidence that the volume of busi- 
ness compares not unfavorably with that of such a year 
as 1919, and that it has gradually increased in recent 
months. The total number of freight cars loaded be- 
tween January i and June 11 of this year is 16,356,189 
cars, compared with 18,811,135 in 1920 and 16,664,897 
in 1919, which indicates that the physical voliune of 
trade thus far in 192 1 is 87 per cent of that in 1920 and 
98 per cent of that in 191 9. More significant than the 
figures for total loadings, however, are those for weekly 
loadings. These figures show that the trend during the 
spring of 192 1 has been strongly upward, as it was in 
1 919 when business was reviving from the post-armistice 
slump. For example, the averages of the weekly figures 
for March, April, and May 1921 are, respectively, 692, 
706, and 756 thousand cars compared with 696, 721, 
and 758 thousand cars loaded per week in correspond- 
ing months of 1919. The number of cars loaded with 
grain and grain products thus far in 1921 exceeds the 
niunbers in 191 9 or 1920; the number of coal and coke 
cars loaded this year is nearly as great as that in 1920 
and a fifth more than in 191 9; while the loadings of 
live stock, forest products, ore, and miscellaneous 
merchandise are all less this year than in 191 9 and 
1920. 
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